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EDITORIAL DEPARTMENT NOTE 


The first paper in this issue of our Bulletin deals with 
a problem the importance of which is often overlooked. 
Unexcused absences and tardiness in large organizations 
is costly, not only because of the unproductive time paid 
for, but because of the lowered efficiency and higher rate 
of labor turnover which result from habits irregu- 
larity on the part of employees. 

Mr. Ralph R. Bruster, the author of this paper is a 
graduate in arts of New York University, and holds a 
master’s degree in Commercial Science from the same 
institution. After graduation he served for six years 
with the McGraw-Hill Publishing Company as associate 
editor in charge of finance, economics and accounting on 
a public utility magazine. Since 1921 he has been a 
staff member of Scovell, Wellington & Company, Ac- 
countants and Engineers. Mr. Bruster is a Certified 
Public Accountant of the state of Massachusetts. 

The second paper in this Bulletin deals with the im- 
portance of the use of manufacturing costs by the sales 
manager, and the responsibility of the cost accountant in 
presenting the manufacturing costs to the sales manager 
at a time and in such form as will prove most bene- 
ficial. The author endeavors to explain how standard 
unit costs of product may be developed in terms familiar 
to sales department personnel. 

Mr. Charles C. James, the author of this paper, was 
born in Illinois near St. Louis, Missouri. His first prac- 
tical experience found him in the Accounting and Oper- 
ating Departments of the St. Louis & San Francisco 
Railroad, of which he was Assistant Superintendent of 
Construction on the line between St. Louis and Memphis. 
In 1909, he became a member of the original staff of 
examiners of railroad accountants of the Interstate Com- 
merce Commission. Following this experience, he has 
been engaged with a number of large organizations in- 
cluding the Southern Pacific Company. The Merchants 
Shipbuilding Corporation, Merritt-Chapman & Scott Cor- 
poration, William Cramp & Son Ship and Engine Build- 
ing Company, Cramp-Morris Industrials, Inc., and the 
Electric & Manufacturing Company. For 
many years Mr. James has been active in the affairs of 
our Association and has often appeared on the programs 
of our chapters and at our annual conventions. 
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REDUCING EMPLOYEE ABSENTEEISM AND 
TARDINESS 


Methods Used by Various Manufacturers and Others to 
Induce Punctual and Continuous Service 


By Ralph R. Bruster, C.P.A. (Mass.), 
Scovell, Wellington & Company, Boston, Mass. 


5 hae cost of unexcused tardiness and absences in large organi- 

zations is often a sizable item, and one which can be reduced. 
As the supervision of employment has reached out toward a higher 
degree of efficiency, there have been an increasing number of 
efforts to keep tab on tardiness and absences in an endeavor to 
overcome habits of irregularity, to correct abuses on the part of 
a few employees, and to maintain a high standard of health. 

The earliest notion for controlling punctuality and continuity of 
service was to bring to bear the force of rigid discipline, through 
fines and even discharge for unexcused irregularities. A more ef- 
fective means, however, has been found in the form of a reward 
for punctuality and continuity of service rather than a punishment. 
An increasing number of organizations have proved to their own 
satisfaction that it is a good thing to reward an employee for 
working the standard number of hours each day, and also for re- 
maining continuously in the employ of his company. 

Another point which has become apparent is the usefulness of 
the medical department, where one exists, in controlling absences 
due to illness. Proper coordination between the operating depart- 
ments and the medical department often results in shortening ab- 
sences due to illness, and the policy of having returning employees 
report to the medical department tends to reduce malingering and 
eliminate fictitious claims of illness, 

The individual cases described below, collected in a recent sur- 
vey, show different methods in different cases. In a few instances 
complete satisfaction is not reported, but most of the cases testify 
to the value of a reward, either in wages or vacation time, in the 
reduction of tardiness and absenteeism. 


1. Department store 
Careful records are kept by the time-keeper, who notes the hour 
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when employees enter and leave the store. An employee may be 
late three times, but after this number has been exceeded, the 
name of the employee is sent by the time-keeper to the assistant 
manager. The reason for tardiness is talked over with the em- 
ployee, and the penalty, if any, is left to the judgment of the as- 
sistant manager. He may merely warn against a repetition of late- 
ness; he may send the employee home for the remainder of the 
day, thus causing the loss of a day’s wage; or he may, in certain 
cases, dismiss the employee. 

Time lost by tardiness is, in all cases, deducted from wages; 
time lost by leaving the store during business hours, except under 
exceptional circumstances is also deducted from wages. This sys- 
tem has been in operation for a number of years, and is considered 
fairly satisfactory by the manager. 

Absence for any reason other than sickness is taken care of by 
the department head. He tries to learn the reason for the absence ; 
and, if at the end of two weeks an employee has failed to report to 
the store the cause of his absence, that employee is dropped from 
the payroll. 

A small amount is deducted automatically from the pay en- 
velope each month, These payments of the employee help to build 
up the disability fund. In case of illness, claims are paid only after 
an investigation by one of the “house” physicians. 


2. Department store 


This Company used to follow the plan of allowing employees 
either one day’s salary or one day’s vacation for a month’s perfect 
attendance. Employees were allowed to accumulate such earned 
days and combine them with the summer vacation which was nor- 
mally, at the time in question, only one week. Most of the em- 
ployees chose the monetary reward, with the result that the Com- 
pany found the practice so expensive that they discontinued the 
plan. They now have a more liberal vacation plan and give no 
bonus for attendance but consider the attendance record at the 
time of salary review. 

Every late employee must receive a pass from the manager’s 
office before he or she is allowed to begin the day’s work. This 
procedure, in itself, is a means of preventing tardiness. 

A mutual aid society handles cases of absenteeism due to sick- 
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ness. An employee, who has been absent for more than two days, 
must get a pass from the manager’s office before he is allowed to 
begin work. No wages are paid for the period of absence, except 
in case of sickness or under an exceptional circumstance, 


3. Department store 

A bonus of one-half day’s pay is awarded each month to em- 
ployees with a perfect attendance record. Salary deductions are 
made for tardiness after the first half hour. The management, 
however, does not consider the plan to be a success, and it is to 
be discontinued. 

Tardy employees are not allowed to begin work without first 
reporting to the time-keeper for a pass. Attendance records are 
considered when a question of promotion or discharge comes up. 

In case of sickness, a trained nurse visits the employee, and, if 
the employee has been with the company for over a year, no de- 
duction from his salary is made. Salary deductions are usually 
made in cases of absence for any cause other than sickness. An 
employee is dropped from the payroll who has been absent for two 
weeks and has not reported to the company the reason for his 
absence. 


4. Mail order house for general merchandise 

A bonus is paid for punctuality and attendance. This is esti- 
mated at 10% of the employees total wage over a six months’ 
period. A deduction of 3% is made from the full amount of a 
perfect score bonus for each full day’s absence; 144% for one- 
half day’s absence ; and 1% for each case of tardiness. 

An exception is made in the case of a week or more of illness 
which has been investigated by the company’s doctor, and also in 
the case of an absence due to an injury occurred during work. 
Under these circumstances, the total wage earned is the basis on 
which the bonus is computed. 

A copy of the attendance record is kept in the personnel depart- 
ment and is used in considering promotion and discharge. 

Although the plan was not a failure, it was discontinued as the 
result of a change in management. 


5. Retailers of cigars, cigarettes, tobacco 
The company treats each case in an individual way. When an 
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employee has been late three times or more in one month, he is 
interviewed. As a result of the interview, he may be discharged 
or some other action taken. Except in extreme cases, deductions 
are not made from wages. Records are kept of all tardiness by 
the time-keeper. 

In case of sickness, wages are paid the employee for a period 
varying from one to two weeks according to his length of service. 
After that time the amount of compensation, if any, is fixed by 
the company. Compensation is at times given in exceptional cases, 
but it must be approved by the medical division before payment 
is made. A list is kept of the number of employees on each floor 
who are absent, and the absentees are followed by a matron em- 
ployed for that purpose. 


6. Manufacturer of candy 


This company formerly paid a bonus of 10% of wages for sat- 
isfactory attendance to all its factory employees. This bonus was 
paid for the period beginning August Ist to December 20th, 1919. 
A penalty of 10% of the bonus was deducted for each day an em- 
ployee was absent during the bonus period. But, because of the 
dissatisfaction with the plan among the employees, it was discon- 
tinued. Time clocks are used to record attendance. 


7. Manufacturer of hats 


This company has greatly reduced its tardiness by establishing 
a pass system. Every late employee must secure a pass from the 
paymaster’s office before he is permitted to go to work. No ques- 
tions are asked when the pass is issued; and the management be- 
lieves that the success of the plan is due to the fact that the em- 
ployees would rather go home and come back to work at noon 
than ask for a pass. 

The company finds its records of tardiness of great value when 
promotions are considered. 

Awards in money, stock in the company’s Building Association, 
or stock in the company are made to employees having the best 
records at Christmas time each year. In making these awards the 
attendance records are considered along with quantity and quality 
of work. 
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8. Manufacturers of ‘milling machines and cutter grinders 


A bonus of 10% of wages (including job bonus) is paid for a 
perfect punctuality and attendance record. The bonus is paid 
weekly, and is only for shop employees. Exceptions to this rule 
are made only when an employee is late because of a general 
blockade of the local transportation system. 

A time clock system is in operation, and the importance of each 
man punching the clock correctly is emphasized. Ringing up an- 
other employee’s name is considered by the company to be suffi- 
cient reason for discharge. At the end of the week these time 
cards are presented to the paymaster so that wages may be paid. 

An employee must obtain permission from the foreman to leave 
the plant, or if he is ill, it must be obtained from the medical de- 
partment. Every late employee must report to the employment 
office before going to work. 


9. Manufacturer of cotton and special fabric 


As most of the employees of this company are paid on a flat 
hour rate, an extra two hours’ pay is given weekly to employees 
with a perfect punctuality and attendance record for that work. 

A service bonus also is paid, which is based on length of service 
and on each employee’s actual earnings during the previous year. 
Absenteeism and tardiness, therefore, affect the amount which 
the employee receives from each of these bonuses. 

Absence and lateness are recorded on the pay sheet, which cov- 
ers the whole year. 


10. Manufacturers and dealers in automobiles, trucks, etc. 


A bonus of two hours’ pay is given for a perfect week’s attend- 
ance. Disobedience of the rules pertaining to the system is cause 
for dismissal. Attendance is recorded by time clocks. Failure to 
register on the time clock results in the loss of one-half hour’s 
pay. A half hour’s pay is also deducted for lateness. 

A vacation plan for women is closely connected with attendance. 
Women are given a vacation at the rate of one week a year, or 
one-half day for each month in which irregular attendance (ab- 
sence, lateness, or failure to ring) has not exceeded three times. 

The investigation of absence is carried on by the employment 
department. 
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11. Manufacturer of lubricating oils 


A bonus of $1.50 per week is paid for perfect attendance. A 
very unsatisfactory attendance record results in the dismissal of 
an employee, or, in the case of office employees, in the postpone- 
ment of the vacation period. 

Time clocks are used and daily records are sent to the employ- 
ment department. Attendance records are kept in each division 
also, and reports are sent to the controller’s office. 


12. Manufacturer, toilet preparations, house furnishings, food 
products, wearing apparel, etc. 


An attendance bonus is given in some of the factories. Further- 
more, continual tardiness is penalized by taking the attendance rec- 
ords into consideration when a clerk’s value to the company is 
estimated. Very often, after continuous absence, one dollar is de- 
ducted from the weekly pay envelope. 

Records of lateness and absence are kept by the chief clerk in 
each department. These records include the name, the time of 
arrival, and the number of hours and minutes lost. 


13. Manufacturer of basic open hearth steel, sheet steel bars, etc. 


Records of attendance are kept by time-clocks, and the records, 
when they are compiled, are posted in the factories. The salaried 
men, as well as the wage earners, are included in these records. 

Certain reasons are considered sufficient cause for absence. In- 
jury or illness is excusable if the employee has been laid off with 
the approval of the medical department. ~ 

There are cases where men are absent because of slackness of 
work in some of the departments. In such cases, an inquiry is 
made of the employee’s foreman by the time-keeper. A system has 
been worked out with the paymaster so that a brass check in the 
possession of an employee indicates that he is employed and has 
money due him from the company, When he draws out all that is 
due him, his brass check is taken away. If an employee surrenders 
his check, and can give satisfactory reason for absence, and has 
drawn all the money due him, he is given a receipt for the check. 

Employees must notify the medical department within twenty- 
four hours when they are absent for illness or injury. A trained 
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nurse visits an employee on the second day after his absence, and 
periodically, every third day after that. While the nurses do not 
supervise the social and living conditions in the family, they co- 
operate with the local philanthropic agencies to see that employees 
are given every assistance possible. A mutual interest department 
visits sick employees on the second day after their absence, and 
periodic visits are made later. These visits are in addition to the 
follow-up of the medical department. The medical department 
must certify the employee’s health before he is permitted to return 
to work. If the absence from sickness is less than one week, the 
employee begins work after reporting to the medical department, 
but if he has been absent for more than one week he must report 
to the employment department and submit to a physical examina- 
tion there. If it is decided, from this examination, that the ab- 
sence has been caused by sickness a “Certificate of Continuous 
Service” is issued. 


14. Manufacturers and dealers in cameras, photographic ma- 
terial, etc. 


Attendance is recorded by time clocks, although office workers 
are excepted from this practice. The employment office has a spe- 
cial investigator to ascertain the reason for absence. 

Vacations are given to factory girls during the spring and sum- 
mer months, if they have a perfect attendance record. 

Habitual tardiness is cause for dismissal. 


15. Insurance company 


A vacation day is awarded to every office employee, who has 
had a perfect punctuality and attendance record for three months. 
These vacation days are in addition to the regular vacation and 
may be taken at any time during the year with the consent of the 
department head. Honor certificates are also given for punctuality 
and attendance each year by the company. These certificates are 
signed by the president of the company, and they are highly prized. 

Tardiness or absence 20 times during the year, without a satis- 
factory excuse, is sufficient cause for a penalty. As a penalty, the 
employee’s salary increase is held up one month. It is possible to 
do this because salary increases are made one year after the date 
of appointment. 
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Continued tardiness or absence is investigated and may be the 
cause for dismissal. 

An attendance record is kept in each department. As the em- 
ployees arrive in the morning, they register their names in a book. 
Promptly at 9:00 o'clock, a horizontal red line is drawn across the 
page, and those who reach the office after 9:00 register their names 
below this red line. This book constitutes a record of lateness, and 
copies of it are sent to the employment office. If, however, an em- 
ployee does not reach the office until 9:15 instead of registering 
in the time book, he must report in person to the employment office. 
Another sheet is kept in the time book to record the names of em- 
ployees leaving the office before 4:30 p. m. 

A committee called “The Sunshine Committee” is appointed 
to do the follow-up work. This committee investigates absen- 
tees who have been out for five days. Expressions as of 
sympathy, gifts of flowers or fruit, and personal services are 
rendered by this committee. 


16. Insurance company 


All employees receive a bonus for punctuality and attendance of 
10% of their weekly salary at the end of every period of four 
weeks. Even one tardiness in a period causes the bonus to be for- 
feited for that period. 

Absence credits are given to the Home Office clerical employees 
as shown in the following: . 


Length of Service y Absence Credit 
ee ee 1 day for each month of 
service in any calendar 
year at two-thirds pay 


1 year or over, but less than 5 years......... 12 days at two-thirds pay 
Over 5 years, but less than 10 years...... 12 days at full pay 
Over 10 years, but less than 15 years...... 15 days at full pay 
Over 15 years, but less than 20 years...... 18 days at full pay 
Over 20 years, but less than 25 years...... 21 days at full pay 
24 days at full pay 


Absence for any cause excepting sickness or vacation must be 
excused in advance by an officer of the company. When so ex- 
cused, such absence is charged against the employee’s absence credit 
according to the above table. If the absence is not so excused, de- 
ductions are made from employee’s salary. Tardiness may not be 
charged against the absence credit or vacation. 
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Attendance records are kept in each section and weekly reports 
for the section are sent to the auditor. In case an employee is ab- 
sent without a reason for the absence being known, a form is 
filled out and sent by the section head to the medical division. 

A follow-up is made of each case through the medical depart- 
ment. One of the company nurses visits the home to investigate 
the case and give whatever treatment she can at that time. Em- 
ployees are encouraged to report cases of absence over the tele- 
phone or by postal card the first day of sickness, or to notify 
their section heads before the absence occurs. 

Each employee in the service of the company prior to Janu- 
ary Ist of any year, whose attendance record has been satis- 
factory, is entitled during the year to two weeks’ vacation at full 
pay. If the date of appointment is prior to March Ist, only one 
week’s vacation is allowed. Those appointed on and after March 
Ist, are not entitled to any vacation during the calendar year. 

Employees whose records of attendance have been satisfactory, 
and who have been continuously in the employ of the company 
for five years or over at the time their vacations begin, provided 
the date of appointment was prior to October 15th, are allowed 
extra vacations as follows: 


After 5 years of service, 1 day 
After 10 years of service, 3 days 
After 15 years of service, I week 
After 20 years of service, 2 weeks 


17. Insurance company 

Awards of a special vacation day are made every three months 
for punctuality. Six days excused tardiness or absence is per- 
mitted during the three months, without the employee’s forfeiting 
the vacation day. 

Records of tardiness and absence are given weight in consider- 
ing the promotion or discharge of employees. 

Twelve days a year are allowed during which a disability allow- 
ance is paid, if an employee is ill. 


18. Publisher of magazines 


Penalties are given for tardiness. An average of one tardiness 
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a month is allowed, but, if the record of tardiness exceeds this, 
one-half day’s vacation pay, due under the company’s plan is de- 
ducted. It will be seen that the plan for reducing tardiness is 
closely connected with the vacation plan. 

When an employee has been absent for six days without giving 
any notice to the company, he is automatically dropped from the 
payroll. If he wishes to get his old position back again, he must 
be reémployed ; and all service rewards which may be due him 
are forfeited. 

Time clocks are used to record attendance, and they must be 
punched if any employee leaves the building during working 
hours. 


19. Insurance company 

This Company allows one full day’s vacation to any employee 
who has had a perfect attendance record for three consecutive 
months. Such days may be taken at any time during the year at 
the convenience of the departments. 


20. Manufacturer 


This Company allows one-half day’s vacation to all crelical em- 
ployees who have not been absent during one full month and have 
not been late more than twice. Employees are not allowed to 
accumulate these earned days and must take them at the con- 
venience of the departments. In the case of factory employees, 
those who have not lost more than twelve days during the year 
are paid for Saturdays during the months of June, July and Aug- 
ust when the factory is closed. 


21. Insurance company 


For thirty consecutive days of perfect attendance, this Com- 
pany pays employees 10% of their salary up to a maximum of 
$6.00 a month, Attendance must be absolutely perfect during the 
period in question and no excuses are accepted. In the case of an 
absence or lateness, even on the twenty-ninth day, the bonus is 
forfeited and the new period automatically starts again on the 
following day. 


22. Publisher of magazines 
This Company allows 2% of a month’s salary for perfect at- 
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tendance over a period of twenty-six consecutive days. The plan 
is similar to that described above, except that in place of a maxi- 
mum limit on the amount of bonus, practically the same result is 
achieved by using a lower percentage allowance and including only 
employees receiving up to $3,000 a year. The maximum bonus 
in the case of this Company therefore figures to $5.00 per month 
but the month consists of twenty-six working days, whereas in the 
previous case it consists of thirty working days. In both compa- 
nies four clock punches each day are considered. 


23. Federal Reserve Bank 
Brokerage House 


These companies allow one-half day each calendar month for 
perfect attendance. The earned days may not be accumulated 
and must be taken at the convenience of the departments during 
the month following the one in which they were earned, 


24. Insurance company 


A little booklet of Home Office Rules, which is handed to new 
employees, explains the system this company uses for rewarding 
perfect attendance. In this connection, they do not use time 
clocks. Absences and tardinesses are reported to the home office 
by the chief clerk of each division. 

Regular and prompt attendance will be rewarded by the al- 
lowance of an extra day to each employee who has been neither 
tardy nor absent during a period of thirteen consecutive weeks. 
These extra or earned days may be taken at the convenience of 
the employee, provided the work is in such condition as to permit 
absence from the office. Permission for such an absence should 
be made in advance to the proper department official. 

In this connection a regular form is furnished which should be 
completed, approved by the department head, and sent to the De- 
partment of Office Supervision for approval before the employee 
is absent. 

In its desire to cooperate with its employees, the Company has 
arranged to purchase these earned days if the employee does not 
care to take them as additional holidays. Information regarding 
the disposal of accumulated earned days which the employee does 
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not desire to use may be obtained from the Department of Office 
Supervision. 

In the event that an employee resigns or is dismissed, any 
earned time which has accrued is forfeited. 

All employees who have been in the service of the Company 
prior to March 1st are allowed a vacation of two weeks. Those 
employed between March Ist and May Ist are allowed a vaca- 
tion of one week. Vacations must be taken between May Ist and 
October 31st unless the conditions in the department require a 
longer period. The Company allows vacations at the time desired 
by the employees as far as possible, but in approving vacation 
periods, length of service and position occupied in a department 
must naturally be considered in determining first choice. 

Employees who have been with the Company ten years or 
more are entitled to extra vacation time in accordance with their 
length of service. This extra time, together with any time al- 
lowed for holidays which may fall within the vacation, must be 
taken at the end of the regular vacation. Earned days may be 
taken with the vacation if the work in the department permits 
and the department head approves. 

The plan has worked out very satisfactorily and even more so 
since the company put into practice the idea of employees being 
able to accumulate earned days and sell them back to the com- 
pany. In this regard, however, the company insists that they 
keep two days for emergency and will buy no time from them 
for any period less than one week, or five and one-half days. In 
other words, when they have accumulated seven and one-half 
days the company is perfectly willing to take five and one-half 
and pay them a week’s salary. 

Women and men are treated alike as far as attendance is con- 
cerned. However, not all of the employees are on an “earned 
day” basis. For instance, men whose duties require that they 
come and go more or less frequently are not on an earned day 
basis and, of course, position must be taken into consideration 
also, The earned day system is designed more particularly for 
the general clerical force. There is no added bonus for perfect 
attendance for four periods of thirteen weeks each. Earned days 
are purchased at the existing salary rate for the clerk selling the 
time. 
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Extra vacation mentioned in paragraph 7 of the booklet of 
Home Office Rules refers to what is called “service days.” Any 
employee who has been with the company ten years and up to 
fifteen years is entitled to two days extra vacation. An employee 
who has been with the company fifteen years and up to twenty 
years is entitled to three days’ extra vacation, from twenty to 
twenty-five years four days, and those who have been here over 
twenty-five years are entitled to an extra week. This is extra 
vacation and must be taken as such. It is not permissible to sell 
this time to the company. In this connection it might also be 
mentioned that anyone who has been with the company ten years 
or longer is permitted to take his vacation at any time during the 
calendar year provided, of course, that two years’ vacation is not 
taken at once; for instance, the 1930 vacation at the end of De- 
cember and the 1931 vacation immediately following. 

The sick leave plan works as follows: Employees with the 
Company less than one month are not entitled to salary for per- 
sonal illness. Employees with the company more than one month 
and less than six months are entitled to two weeks’ salary for 
personal illness. Employees with the company six months and less 
than one year are entitled to one month’s salary for personal ill- 
ness, Employees with the company one year and less than one 
year and six months are entitled to two months’ salary for personal 
illness. One year and six months of service would entitle an 
employee to three months’ salary and so on with an additional 
month’s salary for each six months of service up to a maximum 
of ten months’ salary, which applies to services of five years and 
more. In figuring the salary to which an employee is entitled for 
personal illness, account must be taken of all absences in the five 
years preceding the effective date of illness. 


WHAT USE CAN THE SALES MANAGER 
MAKE OF MANUFACTURING COSTS? 


By Charles Couch James, 
Consulting Accountant 
Stevenson, Jordan & Harrison, New York City 


bg ACCOUNTING is ever to become one of the learned pro- 
fessions along with the law, medicine and the ministry, its prac- 
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titioners must become more interpretive. You doubtless have 
heard the old story of the Chinese interpreter in the courtroom. 
After the Chinese witness had spent some five or ten minutes in 
an excited harangue, in reply to the question which the interpreter 
had translated into his own language for him, the interpreter 
looked at the jury and said, “He say no.” An interpretation 
which was quite sufficient for all practical purposes. It is said that 
the elder J. P. Morgan paid a million dollar fee to a famous cor- 
porate attorney for an opinion on whether or not the proposed 
organization of the United States Steel Corporation violated the 
Sherman Anti-Trust Law. The attorney’s opinion was confined 
to the single word, “No,” but it served Mr. Morgan’s purpose 
much better than if it had consisted of many pages of citations 
and other legal fol-de-rol, from which Mr. Morgan might have 
been led to wonder whether the answer was simply “No.” The 
story is told of Mr. E. H. Harriman, that one day one of his 
accounting officers laid before Mr. Harriman one of those large 
statistical reports of which we accountants are so proud, all of a 
yard long and a foot high, and he endeavored to point out to Mr. 
Harriman the significance of that maze of figures. Mr. Harri- 
man impatiently tore off the lower right-hand corner of the state- 
ment, shoved it across the desk, and said, “Put it on that.” If 
it had been a balance sheet, the significant figure would already 
have been on the lower right-hand corner, for to that extent we 
accountants have developed what I mean when I speak of an 
interpretive figure. The difference between our resources and 
our liabilities we label “Profit and Loss” and put it in the “south- 
east corner” of our balance sheet. 

I shall never forget with what amazement and delight I ob- 
served Ernest Findlow, who twenty-five years ago was auditor of 
disbursements of the Frisco Railroad, as he took my trial balance 
when I was a bookkeeper of the St. Louis and Gulf Railroad 
and transformed it into a statement of Assets, Liabilities, Capital, 
and Profit and Loss. But while financially-minded men have come 
to understand a financial statement fairly well, it is still a mys- 
terious mixture of figures to many business men. Sensing the 
need for more readily understandable information than is con- 
tained in the ordinary balance sheet published by banks, the Corn 
Exchange National Bank of New York some years ago adopted 
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a published form of statement for the information of its depositors 
which began with the simple statement: “We have so many 
million dollars entrusted to us by our depositors for the repay- 
ment of which we have the following resources: Cash, so many 
millions of dollars, which is 10% ; Government Bonds, so many 
millions, which is 10%; readily marketable securities, so many 
million dollars, which is another 10% ; so that we are at all times 
in a position to meet a demand for immediate payment of 30% of 
our deposits. For the remaining 70% we have the following re- 
sources: loans due in less than ninety days from depositors or on 
readily marketable collateral security, so many million dollars, etc.” 
until all of the bank’s resources had been stated and shown to be 
more than 10% in excess of its deposits. 

Do these illustrations make clear to you what I mean by saying 
that we accountants must learn to be more interpretative in the 
language we use, which takes the form of figures on the statements 
and reports we render to the businesses we serve? Particularly 
is this a crying need in the statements we prepare of operating 
results. We are too prone to look upon the classification and re- 
cording of figures for the current operating period as an end in 
itself, rather than merely a passing test, a flashlight picture, if you 
will, to disclose to the management in what respects its current 
accomplishments fall short of the objectives which they must at- 
tain in order to reach that degree of success in management which 
they themselves recognize as essential. In this respect operating 
reports necessarily differ from financial statements. They should 
disclose how far we have to go rather than merely how far we 
have gone. 

This is the underlying principle of the science of standard costs 
for production, which is coming increasingly to serve the needs 
of operating management. But business management is a three- 
legged stool: finance, production, and distribution. With any leg 
missing it falls to the ground. With one leg longer or shorter 
than the others it stands cockeyed. Since accounting is to be the 
handmaiden of enlightened management, it must serve all three 
branches equally. Financial accounting has, in the three cen- 
turies since its birth, developed into a fairly exact science. Cost 
accounting as an aid to production is a lusty youth of scarcely 
twenty-five years of age, which has accomplished much, but has 
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much yet to learn, while standard costs for distribution is still in 
the stage of germination. As I foresee its future, it must parallel 
cost accounting for production by developing two sets of stand- 
ards; first, appropriate expenditures for the business organization 
activities which are requisite to carry on the distribution end of 
the business, and these must be graduated according to varying 
degrees of business activity; and second, unit costs for the mer- 
chandise to be distributed. 

As an effective approach to the second, and without asking you 
to forego any of the established principles of sound accounting, 
I do want you to come along with me in an endeavor to determine 
how to develop standard unit costs of product in terms familiar 
to sales department personnel. I admit, to begin with, some trepi- 
dation in approaching the undertaking. I feel like the surgeon 
who was walking beside his patient as he was being wheeled into 
the operating room, stretched out on one of those contraptions on 
which surgeons lay out their victims all wrapped up in white. The 
patient looked up and said to the doctor, “Doctor, can this opera- 
tion be performed successfully?” The kindly old man, in his best 
bedside manner, answered, “That, my dear sir, is what we are 
about to discover.” 

But anyway let us approach our problem equally as open-mind- 
edly as the surgeon. To begin with, we must temporarily aban- 
don our own point of view and try to look upon the situation from 
the point of view of the sales department. This matter of “point 
of view” is quite important. If we are to see eye to eye with the 
people we serve, we must observe their problems from their angle 
of vision. From the point of view of our sales people all ques- 
tions of cost are matters of price. It is their function to mer- 
chandise our product and merchandising is concerned with buying 
and selling—as much with buying as selling. And so we have 
those frequent “set-to’s” with salesmen, when they endeavor to 
induce us to cut our prices to them so they may cut their prices 
to their customers, without showing a sales loss ; those old familiar 
arguments that in this case and for this occasion we should omit 
overhead from our costs so that the sales department may make 
a competitive price, without apparently undercutting costs. But 
you and I know it has undercut cost, and I would go farther and 
say to you that every price undercuts cost which does not include, 
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in addition to direct and indirect manufacturing cost, an equitable 
pro rata of administration expenses and manufacturing profit ; 
which is to say, that for the purpose of cost accounting for sales, 
and for that purpose only, I would have you assume to sell your 
production to your sales department at what, for convenience, I 
have called “Commercial Cost.” If we may say to our sales de- 
partment that it buys its merchandise from our factory at com- 
mercial cost we are not only speaking to it in a familiar language, 
but we are defining its objective, which is to turn over that mer- 
chandise at a mark-up over commercial cost at least sufficient to 
absorb its own budget for distribution expenses: advertising, sales 
solicitation, warehousing, and delivery. Anything less is a sales 
loss and should not be concealed in our accounts as a manufactur- 
ing loss. Sales losses in such hard times as we are now experi- 
encing are inevitable in most businesses. They should be budgeted 
to the sales department in order that it may see clearly how far 
it has to go to work its way out of our present subnormal distribu- 
tion level. Granting proper standards of manufacturing costs, 
our present financial distress derives from market conditions, with 
which it is the responsibility of our sales departments to cope. 
There are concerns, particularly merchandising concerns, which 
are making normal profits today. One is the W. T. Grant chain. 
Mr. Grant, in accounting for his success, was recently quoted by 
the New York Times in its business section, as saying that he 
worked on a very simple rule. “Out of every dollar of our cus- 
tomer’s money,” he said, “we spend 75¢ for the merchandise. We 
take 10¢ for profit and the other 15¢ is what the stores have to 
run on.” This probably does not mean at all that the Grant stores 
apply a 33 1/3% mark-up on every unit of merchandise they sell, 
any more than the corner grocery store applies a uniform mark-up 
on sugar and tea. If grocery store practice has not changed since 
I was a grocery clerk in my boyhood days, sugar is frequently 
sold at no mark-up at all for the very good purpose of attracting 
customers to the store in order to sell them tea at 200% mark-up, 
and other things et a sufficient mark-up to average about 20% on 
everything. This matter of price-making calls for a fine sense of 
merchandising judgment as to what the traffic in each line will 
bear, and the cost accountant will do well to leave it to the sales 
department. The law of supply and demand tends in the long run 
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to bring prices to the level of costs, just as the magnetic pole tends 
to make the compass needle point to the North, but only a skilled 
navigator knows what deviations and variations he must figure on 
in order to chart a safe course to his objective. 

Now if you will admit for the moment at least that the cleanest- 
cut way for us to cost our product to our sales departments is over 
a clear-cut line drawn between production and distribution, and 
since there can be no doubt but what a fair price for any product 
must include a fair profit for manufacturing, and, therefore, this is 
just as important an element of cost to the sales department as any 
other, then I would ask you to agree with me that the job of set- 
ting these costs is one which must be assumed by the cost account- 
ant. To enable him to deal with this responsibility, we must 
agree on details of procedure. 

Illustration 1 is intended to give a very simple illustration of 
the determination of commercial costs and to bring out the effect 
of volume of production on unit costs of output. It is based on 
the convenient promise that “our company,” which, let us say, 
manufactures more than one class of product in a single cost cen- 
ter, has for sale not ships and sealing wax and butcher knives but 
hours of productive labor. In general I would have you agree 
with me, at least for the purpose of this discussion, that whether 
we are dealing with “our company,” a silk mill, an iron foundry, 
or a motor factory, each unit of product represents a certain con- 
tent of raw material on which there has been expended in one or 
more cost centers a certain number of hours or fractions of hours 
of productive labor. 

Such labor is supplemented by many so-called overhead factors 
from which it derives value above its bare cost. They include 
most frequently: expert direction and supervision; labor-saving 
and other helpful service ; skilfully designed tools and other equip- 
ment ; adequate working quarters, power, heat, light, and supplies. 

A cost center may be defined as a workman or a group of work- 
men, with or without machines and other equipment. Its dis- 
tinguishing characteristic is that its output shall be nearly enough 
homogeneous to admit of applying a uniform costing rate per 
unit of productive effort; that is to say, per productive hour or 
productive minute. 

As to the material content, I would have you deal with that quite 
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separately from the cost of labor and overhead. This is because 
material costs vary per unit of product, and not per unit of manu- 
facturing effort. The steel in a watch spring and the steel in a 
girder are alike so far as basic materials are concerned. Their 
different final characteristics are merely the result of different 
manufacturing processes. Therefore, I would have you deal with 
material costs merely by adding them on to commercial cost of 
manufacture at their original raw material inventory value, keep- 
ing this value separate for the purpose throughout the various 
stages of manufacture. If your accounting procedure provides 
for including in cost of raw material the expense of purchasing, 
expediting, unloading, storing, issuing and otherwise handling ma- 
terial, all well and good. Include it with the purchase price, plus 
inbound freight. If, because of difficulty or expense these ma- 
terial handling costs are not segregated from your manufacturing 
overhead, then there is nothing to do but let them go the way of 
other manufacturing overhead, into commercial cost through over- 
head superimposed upon the productive labor of the various cost 
centers. So hereafter when I speak of commercial cost I mean to 
refer merely to processing costs exclusive of raw material costs. 

The first item of commercial cost, as you will note from the 
illustration, is direct labor and I presume it needs no definition or 
elaboration. The next is variable overhead. It is a much smaller 
factor than we ordinarily think. It includes only part of power 
or fuel costs, probably all waste and lubricants, the cost of cutting 
tools ; but there are many overhead expenses which are ordinarily 
considered variable, which, as a matter of fact, are fixed or semi- 
variable. Mr. C. E. Knoeppel, writing in “Factory and Industrial 
Management” in April of 1930, pointed out very forcefully and 
appropriately that fixed expenses consist not merely of deprecia- 
tion, insurance, and taxes, but also include what he called “nucleus” 
costs, or costs to maintain a minimum organization and provide 
necessary facilities to carry on a going business, which are usually 
part of what are incorrectly called “variable” costs, such as part 
of the costs for foremen, clerks, salesmen, executives, supplies, ad- 
vertising, and the like. As a mater of fact, there is a large group 
of overhead expenses which lie between those which vary directly 
with manufacturing activity, and those that are fixed and are not 
affected by whether we operate or not. To illustrate: the fore- 
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man of the shop, who is necessary if we are to have any activity at 
all, would lay out his own work, keep the time of his men, and do 
various other things of which, later on, step by step he would be 
relieved by adding to his staff first a clerk, then a time-keeper, 
then a production clerk, and finally an assistant. But the ex- 
pense of such additions to his staff would come by a series of 
jumps and should constitute an increasingly smaller part of unit 
costs as production increased, but this reduction per unit would not 
be as great as the reduction per unit in the case of fixed overhead 
expenses. The aggregate of productive labor, variable overhead, 
semi-variable overhead, and fixed overhead we call manufacturing 
cost. 

Upon such manufacturing cost I would have you superimpose a 
pro rata of administration expenses and a pro rata of manufac- 
turing profit, to obtain commercial cost. Much of a mystery has 
been made of this question of manufacturing profit, but very in- 
advisedly so to my mind. It is all very well to make a secret of 
how much profit there is in current prices for certain products, 
but this is a very different matter from withholding information 
as to the standard profit which we should and must make from 
our manufacturing as a whole if we are to justify the judgment 
that was exercised when the investment was made in our manu- 
facturing facilities. Too frequently this air of secrecy is assumed 
after the fashion of the Irishman who wouldn’t put an asking 
price on his labor in the hope that he might be offered more than 
he expected. As a matter of practice it doesn’t work out that 
way, because the very fact that it is omitted from our figures too 
frequently results in its being omitted from our prices. Certainly 
I, for one, would not concede that the manufacturing profit as such 
should be more than 9% on the investment in the business—6% 
for dividends, and 3% for reserved surplus. The more practical 
way, however, in the ordinary business is to determine the lowest 
amount on the average which is required for interest, dividends, 
and operating contingencies. Anything above this which may be 
hoped for is sales profit, to be derived from the commercial end 
of the business, and is the objective of aggressive sales manage- 
ment. Anything less is, as I have pointed out before, a sales loss. 

In the illustration, commercial cost is stated per hour of produc- 
tive labor for all degrees of activity in our one-cost-center factory 
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from 40% to 100% of physical capacity. To ascertain commer- 
cial cost per unit of product we have merely to multiply the ap- 
propriate cost per hour by the time, in hours and fractions, of pro- 
ductive labor expended on the particular unit. The appropriate 
cost per hour needed for this computation, anywhere except in a 
hand-to-mouth business, depends upon what volume of output 
from our cost center our sales department will undertake to sell— 
not this month or next, nor even this year or next, but for the 
average normal year. Thus if we assume that it requires an hour 
of productive labor to manufacture the particular unit under con- 
sideration, its commercial cost will be $1.83 if the normal activity 
of our factory is to be 40% of capacity, and $1.28 if it is to be 
90%. 

With this picture of potentialities in hand, if it is apparent that 
prevailing sales prices are meeting market resistance, the sales de- 
partment may then intelligently speculate on whether a reduction 
of say 25 cents in its sales price will increase sales sufficiently to 
bring down the commercial cost per unit by more than that. 

Or, as is more likely, if our prevailing sales price is fairly com- 
petitive, the sales department may know how much additional sales 
expense it may incur to increase sales. Certainly this must be less 
than the reduced commercial cost which will come with increased 
output, for there is no merit in profitless volume. To illustrate: 
Since there is a saving of 33 cents an hour from increasing produc- 
tive labor hours from 10,000 to 15,000, we may spend anything 
less than 15,000 times 33 cents or $4,950.00, to bring this result. 
But to increase from 15,000 to 20,000 we must spend less than 
20,000 times 17 cents or $3,400.00, or we shall come out at the 
little end of the horn. 

One more illustration of the practical use of our variable com- 
mercial cost will suffice: Assume additional volume is available if 
we will take it at a reduced price. How shall we determine 
whether or not to do so? From the proposed price let us deduct 
first the raw material cost and second the sales expense, if any. 
Will the remainder exceed the increase in commercial cost brought 
about by the new work? If not we shall be better off to pass it 
up. For example: Let us assume that we are operating at 10,000 
hours a week on our regular line and have found that we can take 
on a new line which will step up our activity to 15,000 hours a 
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week. At what minimum price shall we be better off with it than 
without it, if in taking it we are not disturbing our regular mar- 
ket nor hampering our capacity to handle all probable demands 
from our regular customers? Commercial cost at 10,000 hours 
a week is $18,300, at 15,000 hours a week is $22,500. The in- 
creased cost from taking on the additional 5,000 hours a week is 
$4,200, which is at the rate of 84 cents an hour. Therefore, to our 
raw material cost and increased sales expense, if any, we must 
add something more than $4,200, or more than 84 cents an hour, 
for the commercial cost of the 5,000 hours of additional activity. 
Too frequently such work is taken on at the mere sum of the 
direct labor and variable overhead costs, namely 72 cents an hour, 
with a resultant loss of 12 ~ents an hour or $600 a week. 

So far, our problem has been simple because we have assumed 
that it lies within a one-cost-center factory. Where we have a 
variety of products produced in varying combinatfons of cost 
centers our principles do not change but our computations become 
more involved. 

We then have two classes of costs with which to deal. First, 
those which are special to a particular cost center, and second, 
those which are common to more than one cost center and must, 
therefore, be distributed on some common factor of activity among 
the cost centers which they benefit. Our commercial costs must 
be an appropriate composite of the two classes. To ascertain the 
effect of variations in volume of activity on costs the two classes 
must be budgeted separately, each according to its own factor of 
relative activity—and there will be as many groups of the second 
class as there are different factors of activity. For example: the 
planning department may be affected by the activity of all cost 
centers combined so that a fifty per cent increase in the activity 
of a single center may bring a negligible increase in the activity 
of the planning department, while the pattern shop may be greatly 
affected by a substantial increase in one class of molding in the 
foundry. 

Hence it is prerequisite to the practical application of our study 
that we shall establish variable budgets at different percentages of 
activity for a considerable number of groups of expenditures. 
However, such variable budgets serve not merely a useful purpose 
in determining the effect of volume on costs, but when depart- 
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mentalized establish the basis for administrative control of over- 
head at each level of productive activity. I bring in this feature 
at this point not as appropriate to my subject, but as an answer to 
any criticism which might lie against the expense of determining 
variable budgets. In my humble judgment, no business can be 
properly administered without such orderly planning of its finan- 
cial outgo. 

It is not by any means a simple study but it will not do to let the 
difficulties of determining variable budgets discourage us. They 
are variable, as I have said, in more ways than one and we must 
continue to cut and try each item of which they are comprised 
until we get a pretty good fit for everyone. I may say without 
overemphasizing the difficulties, that research work will find a 
fertile field for a long time to come in each of our businesses in 
working out acceptable measures for predetermining variable ex- 
penses. The encouraging feature of the undertaking is that every 
intelligent step taken in this direction gives us improved control 
over our enterprise so that “every day in every way we may grow 
better and better.” 


VARIABLE PRODUCTION BUDGET 


Per Cent of capacity...... 40 50 60 70 80 90 100 
Productive labor hours.... 10,000 12,500 15,000 17,500 20,000 22,500 25,000 
Expenditures 
Productive labor cost -V- 5,400 6,750 8,100 9,450 10,800 12,150 13,500 
Variable overhead .. -V- 1,800 2,250 2,700 3,150 3,600 4,050 4,5 
Semi-variable overhead -C- 2,700 2,925 3,150 3,375 3,600 3,825 4,050 
Fixed overhead ...... -F- 4,500 4,500 4,500 4,500 4,500 4,500 4,500 


Manufacturing Cost ... 14,400 16,425 18,450 20,475 22,500 24,525 26,550 
Administrative exp....  -C- 900 975 1,050 1,125 1,200 1,275 1,350 
Manufacturing profit.. -F- 3,000 3,000 3,000 3,000 3,000 3,000 3,000 


Commercial Cost ...... 18.300 20,400 22,500 24,600 26,700 28,800 30,900 
Cost per productive labor hour 
Productive labor cost ........... .54 .54 .54 .54 .54 .54 .54 
Variable overhead ............+- 18 18 18 18 18 18 
Semi-variable overhead ..... ae 17 -162 
Manufacturing Cost ..... 1.44 1.314 1.23) 1.17 1.125 1.09 1.062 
Administrative exp. .09 .07 -064 .06 056 .054 
Manufacturing profit ........... .24 .20 1330.12 
Commercial Cost ........ 1.64 1.50 1.405 1.33 1.28 1.23 


Note that a 20% increase in production from 40% to 50% of capacity—an increase of 
2500 productive hours—results in a reduction in commercial cost per hour from $1.83 
to $1.64 which equals 19c—10%; whereas a 20% increase in production from 80% to 
100% of capacity—an increase of 5000 productive hours—results in a reduction in 
commercial cost per hour from $1.33 to $1.23 which equals 10c—7%%. 


ILLustRATION 1, 


191 


- 
q 
& 


N. A. C. A. Bulletin October 1, 1932 


SUGGESTED BIBLIOGRAPHY 
Elimination of Waste: 


N. A. C. A. Publications: 

The Waste of Time. N. A. C. A. Official Publications. October 15, 1922. 
(out of print) 

Cost Systems as a Means of Preventing Waste. 1921 Year Book. pp. 99- 
134. (out of print) 


General : 

Why Manufacturers Lose Money, by Robert Grimshaw. 1922. ix, 176 pp. 
D. Van Nostrand Company, 250 Fourth Avenue, New York, N. Y. 
Personnel Management by Walter D. Scott. 1923. pp. 21-59. McGraw-Hill 

Book Company, 330 West 42nd Street, New York, N. Y. 

Factory Management Wastes, by J. F. Whiteford. 1922. x, 220 pp. 8 
charts. D. Van Nostrand & Company, 250 Fourth Avenue, New 
York, N. Y. 

Waste In Industry. Federated American Engineering Societies. 1921. xi, 
409 pp. McGraw-Hill Book Company, 330 W. 42nd Street, New 
York, N. Y. 


Accounting Information for the Sales Manager: 

N. A. C. A. Publications: 

Sales Cost Accounting. Section I. Volume X, No. 5. (out of print) 

The Use of Sales Incentives to Control Sales and Profits. Vol. XII, No. 2, 
Section I. 

Cost Accounting Reports for Executives. N. A. C. A. Official Publication. 
Vol. 7, No. 24. 

The Preparation of Cost Data for Managerial Control. Vol. 8, No. 21, 
Section II (out of print) 

What Executives Need from Accountants. Vol. XII, No. 22, Section 1. 

Executives Uses of Costs. Vol. 6, No. 1 (out of print) 


General : 

Functions of the Sales Manager. Business Organization No. 11. Metro- 
politan Life Insurance Company, Policyholders’ Service Bureau, One 
Madison Avenue, New York, N. Y. 

Developing and Managing Salesmen. 1927. vi, 216 pp., by Ray Giles. 
Ronald Press Company, 15 East 26th Street, New York, N. Y. 

Directing Sales, by H. C. Bonney. 1927. v. 121 pp. Ronald Press Company, 
15 East 26th Street, New York, N. Y. 

Accounting for Executive Control by Monard V. Hayes. pp. 143,195, 1928. 
Harper & Bros., 49 East 33rd Street, New York, N. Y. 


192 


u 


Lie 
= 
aS 
; 
‘ 
™ 
= 
f 
x 


= 


